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SUMMARY 

* 
The steep rise in oil prices during 1979 dealt a double blow to 
Government stabilization efforts, by accelerating the already high 
inflation rate and adding $700 million to the import bill, just when 
the credit squeeze, budget cuts, and wage and price controls were 
beginning to bite on domestic demand. The Greek economy will 
therefore finish the year with about 4 percent real growth but 
price increases close to 20 percent. The outlook for 1980 is even 
less heartening. The Government faces a difficult problem in its 
fiscal policy, since cuts in public sector deficits are essential 
to slow the money supply expansion but almost 90 percent of regular 
expenditures are inflexible. Labor will also be more insistent 
in its demands for wage and salary increases next year, since many 
workers lost real purchasing power in 1979. The still low 
unemployment rate will reinforce their bargaining power. 


Stagnating productive investment remains a problem, although it is 
encouraging that several firms have begun projects to modernize or 
expand existing facilities, and the new investment incentives appear 
to be attracting small-scale investment in border areas. A number 
of foreign companies have also begun investigating investment 
opportunities in Greece in anticipation of improved conditions 
following EC accession in 1981. Residential construction is still 
the only significant source of gross fixed asset formation, 
however, and its projected slowdown in response to the credit 
squeeze will affect overall investment, growth, and employment in 
1980. 


Because of the higher oil prices, the balance of payments has 
weakened for the first time in six years. Although invisibles and 
exports are still strong, they are unable to keep pace with 
rapidly increasing imports. Thus the current account deficit is 
now projected at around $1.9 billion. The inflow of foreign 
exchange deposits, the mainstay of the capital account for the last 
few years, has been disappointingly low in 1979, and prospects for 
recovery in future years appear dim. Thus the official financing 
gap may increase to as much as $550 million. With its excellent 
credit rating, Greece should have no difficulty in covering this 
amount in 1979. 


U.S. exports to Greece are still suffering from low levels of public 
and private investment, and the U.S. market share in 1978 was 4.9 
percent, the lowest in postwar history. An upsurge in the first 
four months of 1979 may presage a turnaround in the absolute decline 
of recent years, perhaps due to increased price competitiveness 
following the dollar devaluation. Areas with the greatest potential 
for U.S. exporters include mining, energy, avionics, telecommunica- 
tions, and agribusiness. 


Foreign investors in Greece are eligible for constitutionally 
protected concessions granted under PL 2687/53, as well as incent- 
ives in the recently passed investment law which include government 
grants, interest-free loans, and tax concessions. 





GREECE: KEY ECONOMIC INDICATORS 


All values in US $ million and represent period averages unless otherwise indicated. 
Exchange Rate: US $1 = 36.8 (1977), 36.6 (1978), 37 (1979, est.) Drachmas 


% Change 
1977 1978 78/77 1979 b/ 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices c/ 27,062 32,303 19.4 a/ 39,100 
GNP at Constant (1970) Prices c/ 11,704 12,464 6.5 a/ 12,800 
Per Capita GNP, Current Prices US $ c/ 2,920 3,451 18.2 a/ 4,100 
Gross Fixed Asset Formation, Current Prices d/ a, 1IZ 4,858 16.4 a/ 5,820 
Disposable Personal Income, Current Prices 21,325 b/25,050 b/ 17.5 a/ 29,750 
Indices: (1970 = 100) _ 
Industrial Production 169.9 182.6 7.5 194 
Avg. Labor Productivity N/A N/A -- N/A 
Avg. Industrial Wage 303 360 18.7 425 
Avg. Industrial Wage, Drachmas Per Day 385 457 540 
Labor Force (millions) e/ 3.0 b/ 3.0 b/ 3.0 


Avg. Unemployment Rate (non-agric) % f/ Zvi a 2.8 


MONEY AND PRICES 

Money Supply 4,414 5,346 21.1 a/ 6,350 
Bank of Greece Rediscount Rate 11 14 g/ -- 19 h/ 
Consumer Price Index (1974 = 100) 144.1 462.1 i220 192 
Wholesale Price Index (1970 = 100) 249.8 275.4 10-2 328 
Retail Sales Value Index (June 1974 = 100) 166.6 195.4 1753 233 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves i/ 1,045 1,154 . 1,200 
External Public Debt i/ j/ 2,560 3,070 é 3,400 
Total External Debt i/ k/ 4,400 5,220 : 5,700 
Debt Servicing as % of Current Receipts 
from Exports and Invisible Earnings 1/ 13.3 1233 +O 
Current Account Deficit m/ 1,283 - 1,273 ‘ 1,900 
Trade Deficit m/ 3,903 - 4,364 ‘ 5,600 
Exports, FOB m/ 2,522 2,997 ‘ 3,900 
US Share Z% n/ 4.6 4.4 5 
Imports, CIF m/ 6,425 7,361 14.6 9,500 
US Share % n/ 6.4 4.9 -- 5 
Main Imports from US Food products and live animals $60, $25; 
(1978, 1979 four months) n/ machinery and transport equipment $74; 
$30; other manufactured goods $70, $27; 
chemicals $27; $9; raw materials $67, 
$18. 
a/ Because the drachma was fluctuating against the dollar, these percentages are 
slightly different from the actual change in drachma values. GNP in constant prices 
rose by 3.9 percent in 1977 and 5.9 percent in 1978. b/ Estimate. c/ Market prices. 
d/ Excl. dwellings. e/ 1977 survey: 3.0 million. f/ Registered unemployed as % of salary 
and wage earners. g/ Jan.-June 1978: 11%. h/ Since September 1, 1979. i/ End Period. 
j/ Medium and long-term including suppliers' credits. k/ Medium and long-term public, 
private and suppliers' credits. 1/ Debt servicing includes suppliers' credits of over 
one year. m/ Bank of Greece data. n/ Customs (National Statistical Service) data. 


Source: Bank of Greece, National Statistical Service, and other agencies. 





A. Current Economic Situation 


1. OPEC price increases a major setback for stabilization 
Oolicies. To the casual tourist, today's Athens gives an aura of 
well-being unknown even five years ago in this small country: 
streets are choked with cars, fancy boutiques overflow with 
expensive imports, and luxury highrise buildings seem to be 
springing up everywhere. It is true that, since the fall of the 
military dictatorship five years ago, the average Greek has 
prospered. Per capita income will surpass $4,000 this year, jobs 
are plentiful, the standard of living has never been so high, and 
real wages and salaries have risen at unprecedented rates. Two 
factors played a major role in creating these "halcyon years" for 
Greece: the Government's expansionary monetary and fiscal policies, 
which pumped money into the economy at an average rate of 20 
percent a year, and a favorable international economic climate. 
Only the nagging persistence of inflation and the continuing 
investment slump hinted at underlying structural weaknesses. 


In 1979, however, the deteriorating economic situation abroad, and 
particularly the precipitous rise in oil prices, brought some of 
the cracks to the surface. Productive investment still shows no 
sign of revival, while both inflation and the current account 
deficit have grown substantially for the first time since 1974. 
Oil price increases alone will add around 5 percentage points to 
the Consumer Price Index and $700 million to the import bill. 


By July it was quite clear that the anti-inflationary measures 
undertaken a year and a half ago, which relied heavily on direct 
price and profit controls and to a lesser extent on wage and salary 
increases and reducing budget deficits, were not producing the 
desired results. The Government, therefore, announced further 
stabilization steps in late summer. Aimed at curbing oil consump- 
tion and reducing liquidity in the economy, they included a system 
of odd-even driving on weekends, substantial increases in gasoline 
prices, and higher interest rates coupled with even tighter credit 
controls. Although the construction and manufacturing sectors are 
beginning to feel the credit crunch in particular, these measures 
do nothing to reduce the expansionary effect on the economy of 
public sector deficits. which total over $2.6 billion. 


Thus in 1980, the Government's fiscal policy will be crucial in 

its battle to stabilize the economy. It is still too early to 

tell whether a true austerity budget can be implemented. Political 
and economic realities would, however, appear to preclude any 
reduction in the regular budget. Over 40 percent of expenditures 
go to wages and salaries, and when other fixed operating costs and 
military outlays are included, as much as 90 percent of current 
expenditures may be inflexible. Preparation for EC entry by 
January 1981 will, if anything, increase expenditures for personnel 
and programs. This leaves only the investment budget where cuts 
could conceivably be made and this could postpone indefinitely 
needed improvements in infrastructure. 





2. Stabilization Measures Cut Growth Rate 


Although the credit and wage squeeze has not managed to reduce 
inflation, it is expected to curb domestic demand and thereby 
reduce growth somewhat. Real GNP at market prices is currently 
projected to rise by around 4 percent, compared with 5.9 percent in 
1978, and an even lower rate is possible for 1980. 


Agricultural output may decline slightly due to less favorable 
weather conditions this year. Lower production levels for grain, 
Olive oil, peaches, and citrus fruit will be only partially offset 
by increases in livestock, potatoes and non-citrus fruit. 
Industrial production, buoyed by still-strong export demand, is 
expected to increase by 6 percent, in spite of the slowdown in 
domestic demand. 


The major victim of the new credit and tax measures will probably 
be the construction industry. After lively activity in the first 
six months, construction works slowed in the second half. A 
further decline is possible into 1980, particularly since building 
permits dropped sharply after August. Since residential construc- 
tion remains the only significant source of gross fixed asset 
formation, this has implications for investment, as well as growth 
and employment. j 


As is always true of Greece, activity in the service industries 
will have the greatest impact on economic growth, since they 
account for half of total GNP. Although this sector is the most 
elusive in terms of reliable indicators, it is not unreasonable 
to expect a growth rate of around 5 percent. Tourism should mark 
another record year; public sector activities, including defense, 
are increasing at a steady rate; and shipping shows signs of 
recovery following the recession of recent years. 


Although productive investment in general has not yet recovered 
from its five-year slump, it is encouraging that a few companies 

in the basic metals and cement industries have plans to modernize 
or expand existing facilities. Moreover, investment in some of the 
border areas favored by PL 849/78's regional development incent- 
ives is growing, and investment projects sponsored by the Public 
Power Corporation and the Hellenic Industrial and Mining 

Investment Company (HIMIC), both government-controlled entities, 
are moving ahead. To help stimulate U.S. firms' interest in 
investing in Greece, the U.S. Embassy in Athens and the Overseas 
Private Investment Corporation in Washington «sponsored an investment 
mission in October for representatives of 14 U.S. companies who 
visited Athens and Thessaloniki for an in-depth examination of 
investment opportunities. 


Few OECD countries can boast of a healthy investment climate in 
recent years, but Greece faces particular problems in this area. 
Handicapped by a small domestic market and geographically separated 
from its most important markets, the EC and the Middle East, it 
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must offset these factors by offering additional benefits if it 
wishes to attract scarce investment capital. Potential investors 
are often discouraged by the labyrinth of lengthy procedures and 
bureaucratic requirements, as well as the atmosphere of uncertainty 
created by the continual changes in prices, taxes, interest rates 
and incomes policies which accompanied stabilization programs. On 
the other hand, Greece's entry into the EC should have a very 
positive impact on investment, since it will eliminate many of the 
rules and regulations that have handicapped administrative machinery 
and hamstrung financial institutions for many years. Moreover, the 
government itself is beginning to address the problem of reducing 
such "disincentives" to investment. 


3. Labor: Unemployment low but shrinking incomes portend future 
unrest. Although the slackening economic activity has caused the 
unemployment rate to rise slightly in recent months, at around 3 
percent it is still among the lowest in the OECD. Certain sectors, 
however, notably shipping, suffer from labor shortages. It is 
unlikely that unemployment will become a problem in the foreseeable 
future, even with net immigration and perhaps slower growth in 
coming years, because of Greece's low birth rate since 1952 and its 
relatively high proportion of self-employment. 


Of more concern is the potential for increased labor unrest, as 
recently won gains in incomes are eroded by accelerating inflation. 
Between 1974 and 1978, real wages and salaries rose over 30 percent, 
a substantial increase by any standards. This year, inflation has 
already exceeded nominal wage increases of 18 percent. Thus it is 
fairly certain that labor representatives will try to recoup lost 
purchasing power in the 1980 round of collective bargaining, 
resorting to strikes if necessary. 


4. Balance of Payments: Medium term fast becoming short term. 
Skyrocketing oil prices, particularly on the spot market, dealt a 


heavy blow to Greece's balance of payments in 1979. Imports are 
expected to rise to $9.5 billion, an increase of $2.2 billion 
vis-a-vis 1978, and $700 million of this is due to oil. Moreover, 
crude and petroleum products now account for a whopping 20 percent 
of total imports. However, this is not the only factor pushing up 
imports. Almost all categories have registered increases, a 
combination of higher world prices and a rise in volume. Only 
consumer durables slowed, probably a result of the drop in 
automobile imports after taxes and duties were raised in July. 


Exports continue to expand, both in volume and receipts, and are 
projected to reach $3.9 billion by the end of the year. Although 
industrial products now account for around 60 percent of total 
exports, these tend to be light manufactures, for example textiles 
and ready-made clothing, with relatively low value-added. This 
may be the reason that Greece's terms of trade show signs of 
deterioration in recent years. 
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Invisibles, particularly tourism and shipping, are again doing 
well. Tourist arrivals may reach the 6 million mark this year, 
with receipts estimated at around $1.65 billion. Shipping, which 
appears to be recovering from its slump, could earn as much as 

$1.5 billion. Although inflows from emigrant and worker remit- 
tances have slowed in recent years, they should exceed the 

$1 billion mark for the first time in 1979. Despite this favorable 
outcome, income from services will not be sufficient to offset 
completely the 28 percent increase in the trade deficit, now 
estimated at $5.6 billion. Thus for the first time in six years, 
the current account deficit will exceed $1.3 billion. If the 

above projections prove accurate, it will reach $1.9 billion, almost 
5 percent of GNP. 


On the capital account, the bad news is that deposits in foreign 
exchange appear to have completed their stock adjustment. This and 


the competition of higher worldwide interest rates in 1979 are 
reducing this source of foreign exchange, which in the last few 
years has consistently been around $300-400 million, to a mere 
trickle. Because inflows for real estate purchases and 
entrepreneurial working capital are growing, however, most of the 
current account deficit will be financed by autonomous capital. 
The gap to be financed by borrowing or reserves is currently 
estimated at around $550 million. However, if the high positive 
errors and omissions figure, which exceeded $600 million in the 


first six months of the year, should continue it will de facto 
obviate the need for any official financing. 


In any case, Greece will have no difficulty in meeting its 
financing obligations. The Bank of Greece recently contracted a 
$500 million loan from a consortium of foreign banks on excellent 
terms, and the U.S. Government granted $65 million in CCC credits 
to finance 1979 corn imports. 


The estimated $5.7 billion external debt is still quite manageable. 
The debt service ratio, defined as long-term debt service payments 
(including supplier credits) as a proportion of current receipts, 
has declined steadily over the last few years and currently stands 
at around 1l percent. Service payments in 1979 will amount to 

less than 3 percent of Greece's GNP. Nevertheless, in forecasting 
future trends, the structural weakness of Greece's external sector, 
namely the vital nature of imports — oil, raw materials, capital 
goods and military equipment -- and dependence on potentially 
volatile sources of income to finance them should not be 

forgotten. 


5. Relations with the EC: Accession Treaty signed amid much 
fanfare. May 28 was a red-letter day for Prime Minister Karamanlis, 


who presided over the successful conclusion to almost three years of 
negotiations for Greece's accession to the EC. Assuming prompt 
ratification by the Parliaments of the Nine -- Greece was the first 
to ratify the treaty in June -- Greece will become the tenth EC 
member on January 1, 1981. 





B. IMPLICATIONS FOR THE UNITED STATES 


1. U.S. Market Share Declined to 4.9 percent in 1978.* During 1978 
U.S. exports to Greece at $310 million, declined by 11 percent 


vis-a-vis 1977, after having fallen 15 percent in 1977. The U.S. 
market share thus dropped to 4.9 percent last year, its lowest 
post-war level. A severe cutback in the public investment budget in 
recent years and the subsequent postponement of major projects has 
dampened demand for the kinds of heavy equipment which have in past 
years been cornerstones of U.S. exports to Greece. Additionally, 
stagnating domestic and foreign investment further reduced the 
demand for capital goods, much of which the U.S. has traditiondlly 
supplied. Other factors influencing the declining U.S. market share 
include growing competition from Greece's EC partners and the high 
U.S. inflation rate, which has negated any price advantage gained by 
the dollar's depreciation. However, in the first four months of 
1979, U.S. sales to Greece jumped by 31 percent, from $84 million in 
the same period of 1978 to $110 million, which could presage an 
amelioration in the U.S. share of the Greek market by year end. 


American firms are generally not price competitive in the Greek 
market. They often offer higher prices than their EC or Japanese 
competitors, and price is generally the single most important 
criterion for Greek buyers, particularly in the public sector. 
Competition comes mainly from the EC countries (West Germany, France 
and Italy together hold about 40 percent of the market) who, in 
addition to their generally lower prices, have a tariff edge because 
of the EC Association Agreement and a transport advantage because of 
geographical proximity. 


As a number of major projects finally reach the implementation stage, 
however, export opportunities for high quality, technically advanced 
US products may increase. If these opportunities are followed up by 
U.S. firms willing to meet tough competition, the U.S. market share 
could recover to previous levels. The Export-Import Bank, which is 
interested in expanding its exposure in Greece, can assist in fin- 
ancing through its direct lending, guarantee, and insurance programs. 
U.S. branch-banks located in Greece's three commercial centers -- 
Athens, Piraeus and Thessaloniki -- can also facilitate U.S. 
companies' efforts to enter and develop Greek markets. 


All statistics in Section B.1l are based on customs data and 
percentages are calculated on drachma values unless otherwise 
indicated. The U.S. share of the market is based on customs data 
excluding ships which, because of their size and infrequency, 
have a distorting effect. 
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The United States Department of Commerce plans to send a food 
processing and packaging machinery trade mission to Greece in 
May 1980. The mission should meet with high interest in U.S. 
equipment in this expanding sector of the Greek economy. 


2. Areas of Special Interest to U.S. Firms. The rapid exploration 
and development of mineral wealth and the expansion of the mineral 
processing sector are of continuing interest to U.S. business. 

The government is planning to create a basic mining industry from 
indigenous resources by 1982-83, at an estimated total cost of 

$l billion. The plan includes the asbestos fiber plant under 
construction, a high carbon ferrochrome facility, a stainless steel 
plant, lead and zinc metal works, an alumina industry and production 
facilities for ferronickel, ferrosilica, and ferromanganese. 
Government and private organizations are also jointly examining the 
potential for development of copper deposits in Greece. These 
projects have priority interest for foreign investors. Furthermore, 
extensive exploration and development is underway for new deposits 

of chromite, mixed sulfides, copper, gold, heavy minerals, phosphates 
and lignite. US firms are now actively sounding out the Greek market 
for mining equipment, and several are presently suppliers for 
bauxite, nickel, magnesite and industrial minerals projects. 
Prospects and opportunities continue to be bright in this important 
sector. 


To reduce dependence on imported oil, which currently is the source 
for three quarters of Greece's primary energy, the Government has 
pledged development of alternate sources of indigenous energy. 
Therefore, the energy sector offers export opportunities for lignite- 
burning and hydroelectric power units and ancillary equipment, solar 
and wind-energy units, geothermal equipment, and nuclear power 
equipment. The ten-year power development plan of the government- 
controlled Public Power Corporation (PPC) provides for the procure- 
ment, installation and operation by 1988 of six new lignite-fired 
units of 300 Megawatts each, two xylite-fired units totalling 600 
Megawatts each, seven new hydroelectric power projects with 
generating equipment totalling 2,100 Megawatts, and a nuclear power 
unit of about 800 Megawatts, for which Ebasco Services has been 
selected as consultant. The Greek Government has also shown interest 
in proposals involving the supply and installation of hard coal power 
units, possibly including arrangements for the extraction and trans- 
portation of the required coal from abroad, since Greece has no hard 
coal deposits. 


Aircraft, avionics and air traffic control equipment offer oppor- 
tunities for export sales to Greece. Ol ic Airways' ten-year 
development plan, which will require outlays of $1 billion by 1984, 
provides for renovation of its short, medium and long-range fleet, 
partly to replace obsolete and uneconomical aircraft types. Greece's 
air tzaffic control system will be overhauled and automated on the 
basis of a study prepared by the Federal Aviation Administration 
(FAA). This project has a significant sales potential for U.S. 
suppliers. The proposed new international airport for the capital 
area is another potential opportunity for exports of U.S. equipment 
and services. 
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Greece's endeavors to ensure efficient telecommunications and media 
information service for its population as well as foreign firms 
operating regional offices in the country offer export opportunities 
for the supply of telephone, telegraph, signalling, television and 
radio broadcast equipment. The plans of the Hellenic Telecommunica- 
tions Organization (OTE) include the establishment of an electronic 
telephone exchange equipment plant, radio links, carrier equipment 
Cable connections between points in Greece and foreign countries, 
equipment for improvement of subscriber services, and other 
telecommunications systems and components. 


IBRD-supported projects in Greece are another outlet for the export 
of U.S. goods and services in the fields of technical education, 
vocational training, irrigation, reclamation, fruit and vegetable 
production and packing, and sewage disposal. 


3. Investment: New Incentives are Taking Effect. Acknowledging 
the. importance of foreign investment, technology and management _ 
know-how, Greek policymakers have publicly stressed their interest in 
attracting mutually beneficial foreign investment. They believe that 
Greece's proximity to Middle Eastern and Balkan markets and 
prospective membership in the European Community offer advantages to 
foreign investors. 


Greece's investment law 2687 of 1953 protects foreign investment and 
provides for repatriation of equity and loan capital, remittance of 
profit and interest earnings, and transfer of royalties in foreign 
exchange. In preparation for EC accession, the Greek Government 
passed revised investment incentives in December 1978 now known as 
PL 849/78. The new investment package includes some of the former 
incentives, such as tax concessions, export rebates, and credit and 
financing advantages, but also introduces several new incentives in 
the form of grants and financial and other benefits to encourage 
regional development, particularly in the eastern frontier and the 
eastern Aegean islands. It affects a broad range of activities, 
including industry, agriculture, exports, and tourism, with emphasis 
on encouraging small and medium manufacturing enterprises. The 
incentive package also reflects growing Greek attention to 
environmental protection, energy conservation and industrial research. 


Implementation of Greece's oil exploration and development legislation 
(Law 468/76) recently became effective, following publication of the 


necessary presidential decrees in the Government Gazette. The 
relevant decrees are No. 651/1978 governing the model production- 
sharing contract, its supplement No. 182/79, and No. 193/79 governing 
the model lease contract, together with appendices. Enactment of the 
foregoing decrees paves the way for the negotiation and signing of new 
0il exploration and development contracts and the revision of oil 
exploration contracts signed during the military dictatorship. 





US firms may find investment opportunities in major projects 

planned by the state-owned Hellenic Industrial and Mining 
Corporation (HIMIC), including a large petrochemical complex to be 
established at Messolonghi by 1986, and a $35 million ferrochrome 
plant in Central Greece scheduled for completion in 1982. 
Additionally, HIMIC is co-sponsoring a $400 million alumina plant 

in conjunction with Bauxites Parnasse Mining Company, in which the 
Russians have recently expressed considerable interest. Government- 
sponsored projects include a $68 million asbestos fiber plant, 
estimated to start operating by the end of 1980; a $150 million 
lead and zinc metal complex to produce 40,000 tons lead and 70,000 
tons zinc annually; a stainless steel plant to be fed with Greek 
ferrochrome and ferronickel; an ammonia plant near Kavala sponsored 
by Eviam Co.; and development of recently discovered phosphate 
deposits in north-western Greece. Further information on major 
projects is available from the Department of Commerce on a 

quarterly basis. 


4. Regional Companies Take Advantage of Greece's Favorable Location. 
Located near the land connection of Europe, Asia and Africa, Greece 


has historically enjoyed close cultural and commercial ties with 
the countries of the Middle East and Africa. Around 200 American 
companies have established regional marketing offices in Athens 
since 1975 when Lebanon started to experience a period of prolonged 
and continuing disarray. They are attracted by Greece's proximity 
to Middle Eastern markets, as well as its telecommunications, air 
transportation, and postal links. In addition, Athens offers 
adequate English language schools, medical facilities, good housing 
and commercial offices and multilingual clerical and administrative 
personnel. Law 89 allows foreign business enterprises to establish 
offices in Greece, from which to conduct business affairs totally 
outside of the country, without incurring significant customs duty, 
corporate tax or other liabilities normally applied to businesses 
operating within Greece. 


* U. S. GOVERNMENT PRINTING OFFICE : 1979--311-056/208 














